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Summary 

*-u J U \ Annual indirect trade between Taiwan and 
the People's Republic of China (PRC) now totals 
about $1.6 billion, three-quarters of which is 
exports from Taiwan. Because many businesses- 
including major Japanese trading companies—are 
becoming more active in pursuing such trade, it may 
continue to grow at an average rate of 15-20 percent 
a year for quite some time. Thus, Taiwan's indirect 

Ifi P 2 r w ? i^ th - P ?Le ay total * 3 b iHion in 1990 and 
$6-8 billion in 1995. prc exports to Taiwan are 
unlikely to exceed $2 billion by 1995 if trade 
continues to be conducted on only an indirect basis. 

(C) Were Taipei to change its current policy 
and permit completely open trade with the PRC, 
Taiwan might export $15-20 billion a year to the 
mainland within 10 years, prc exports to Taiwan 
could rise as high as $5-10 billion. In such an 
eventuality, Taiwan would be able to boost its 
average annual economic growth rate from an expected 
5-6 percent to probably 7-9 percent through the end 
of the century. While the larger PRC economy would 
not gain much in terms of economic growth from 

„ J! C 5 fc 5 ade With Taiwan ' the political benefits of 
such trade might strengthen the hands of those 
tayoring economic pragmatism and, thus, indirectly 
help to sustain high rates of growth on the 
mainland . 



X 



* * 
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Overview 

p (C) While the authorities on Taiwan forbid 
their people to trade directly with the PRC, 
Beijing encourages trade with Taiwan and admits 
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Taiwanese goods duty free. Indeed, the term "indirect trade- is a 
M-hi%? 18l !? dln ?-u AlthoQ 9 h Taiwan's entrepreneurs do not nego- 
tnrt \ dlt ? c "y w ^ th thei ' counterparts in the PRC, they generally 
work knowingly with intermediaries in Hong Kong and elsewhere 
These intermediaries have broad authority and generally qet ail 
parties to agree to technical issues— e.g. "aullitv and I,!»„?T;„ 

oTpayment^fore"'* °5 d ? live ^ . snipping ^000^*?^^ hods 
or payment — before goods leave Taiwan. 

rai»J n C Lx°lu th ZJ 1 ' 6 bil f ion annual indirect two-way trade between 
Taiwan and the Chinese mainland, 60-70 percent is conducted ?h™nh 
Hong Kong with the remainder going through Japan? members of the 9 

i" 10n of Southeast Asian Nations (ASEAN), and via clandestine 
exchanges among fishermen in the Taiwan Strait (see table p? 3" 

"iftnn^^L^J 13 ^ 6 "■"■«*<« show Taiwan exported about 
fboSt *20u mn?w ePR ? Vla k H ° ng K0ng in "85 and took back 
teStil! ™n ilJi? ■"! lmp ?" s : Exports have been largely 
eter^fo,? „^ her lndus t"al inputs, building materials, and 
Sir?«M? consumer goods. Imports have consisted mostly of 
medilines ? roducts ' and "«bs and traditional Chinese 

"lfnt S Z ia 0k i nawa ' Singapore, and other ASEAN ports is diffi- 
ooiL t ° f q ? antlfY ' Bu * ?*"* shipping firms serve all the 
ports of the area, and it is possible that $300 million is 
channeled through these portsT mmion is 




(U) 
well 



-esLh?fif rt n °ff ble that major Japanese trading companies with 
established offices in both the PRC and Taiwan are nnw 
becoming more venturesome in indirect trade? TheU growinq activ 
ities, combined with the continually expanding operations of ?he 
ITrtU r r, 10n -i ent "P""^" who traditionally have led the 
market, make it more likely that such trade can continue to expand 

moJ ^° d c lgl0US ' th0Ugh P"babl y fluctuating, rate for several 



more years. 



owing in part to PRC effort ^ th f y decllned almost 30 percent- 
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(U) Estimated Taiwan-PRC Trade 
(US? millions) ' 



Taiwan exports to 
PRC via: 

Hong Kong 

Fishermen 

Other 



PRC exports to 
Taiwan via-: 
Hong Kong 
Fishermen 
Other 



1979 



21 
39 
10 
70 



1980 



242 

100 

58 

400 



1984 



430 
140 
130 
700 



1985 



800 

250 

250 

1,300 



56 


78 


130 


200 


24 


30 


45 


50 


10 
90 


22 
130 


45 
220 


50 
300 



Total two-way 

trade via: 
Hong Kong 
Fishermen 
Other 



77 

63 

20 

160 



320 

130 

80 

530 



560 
185 
175 
920 



1,000 
300 
300 

1,600 



Trade and Growth 

«i. w i2 ) If , ex ! stin 9 political restrictions imposed by Taipei were 
relaxed or eliminated (a course of action that was again rejected bv 

next C 3 n 5 S f^ Pl6nUm dnd iS n0t likel * t0 be -"opted ?n the * 
?r«L nlJ* ars) ' * he economic potential for expanded PRC-Taiwan 

growth Tfiwan^'L^?^ 09 Taiwan ' s "cord-setting pace of economic 
?5?3 inn *J Population has grown from 8 to 19 million since 
1952, and its export-oriented economy has averaged 8.7 percent a 
h?^ t ? r ° S ! natlonal Product growth. That appears to be the 

S£ 9 ?arL r ;?LS f eConomic ^ owth over * 33-year period of any medium- 
or large-sized economy in the history of the world. Only the 

faster X J!J C ?r ie8 °f. Singapore and Hong Kong have grown marginally 
taster over the same timeframe. ^ 

exceeds ) *3 A 2Qn ai h^'nQ eC0 2 0, ? y matu,:es :- its Per capita GNP now 
MnnTn. $? * 200--the us and Japan may increasingly resist a con- 
tinuing high rate ot growth in imports from Taiwan. if so, the 
island s economic growth rate is likely to decrease, unless other 
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export markets can be expanded. Most less developed countries and 
European markets are not good candidates for expansion because they 
are limited by debt problems and trade barriers^ 

h^^lV T 5 e «? g ? ?? d 9 rowin g PRC market has no debt problems, 
r.n ?'u and ° fflclal ly welcomes goods from Taiwan. Consulate 
General Hong Kong reports: 

"Beijing appears to be placing more importance on its trade 
with... South Korea and Taiwan. The success of these newly 
industrializing Asian economies has given them the kind of 
intermediate technology that China considers appropriate for 
its development needs and is eager to acquire." 

nhh*ri°! ,? re f en t Projections by Data Resources, Inc. (DRI) and 
?™I indicate the PRCs GNP in 1995 will be almost twice as 
large as the present United Kingdom economy or about equal in size 
curbed ^nor? W 5 St German economv - Although the PRC recently has 
^nS ?oq^ P ° rtS °t consuraer goods— because trade deficits in 1984 
and 1985 grew extremely rapidly-its long-term plan is for steady 
and significant growth in trade through the end of the century. 

hn nrlV Ma ^? C cate 9?ries of exports from Taiwan that are likely 
to grow rapidly—particularly in the event of direct trade— 
include chemicals, textile inputs and machinery, industrial 
^!" erS \ ma< ^ ine tools ' P um P s ' agricultural machinery, motor- 
eaSJ^nf ? i V - P ? CtS ' construc tion materials, communication 
equipment, electrical-power apparatus, canned goods, and dairy 
Jff'J" t h * °^*r side of the ledger, thl PRc'could poten- 

cna! y n?? P f /^ nifl ? ant ™°™ ts of 9™in, soybeans, cotton, 
coal, oil, and mineral products to Taiwan each year. 

(U) Trade Balances 

trad^ 1^,1^ T ^ Wan aS * part of China and sees increased 
trade as a step toward eventual reunification. It is likely, 
therefore, that the PRC would tolerate a large bilateral deficit 
as long as its worldwide current account was in surplus or close 
have a siSnifiin^ ent ft \ recasts b * DRI indicate thatthe lie lilt 
1990s 9 ?i^P?n^ Urr ! nt aCC ° Unt sur P lu ^s for the decade of the 
1990s. Those forecasts assume no direct trade with Taiwan hnf 
imply that indirect imports will be $6-8 billion in 1995? 
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In this scenario, about 15 percent of Taiwan's exports (or 

accou'ntlor rluanTJ l?™ be ^°? ing t0 the PRC ' •"<> Ki™ Jould 
account foe roughly 25 percent of PRC imports— or a share equal 

It a n . Japan * n 1985 - p °tential PRC exports to Taiwan of 
$5-10 billion would account for about 4-8 percent of Taiwan's 
imports and equal 2-5 percent of Taiwan's GNP. '"wan s 

Potenti al Benefits of Open Trade 

„. A U) . At th ? cu "ently expected 5-6 percent average annual 

(Per capi-ta^prtn ^ U " achiev V he pt * Sent US ^anaard n of d Uvin g 
vears a* \» V 35 ye3CS and draw even with the os in about 75 

nc It' . At . an . 8 -Pefcent rate of growth, Taiwan would achiev* present 
OS standards in about 25 years, and equality in about 35 vearf 

rar^for anoth^ ^ y that T ?. iWan ? 0U " nain ^ ain an B^percen^growth 
stav It th» m^J 5 y ! ar f: ^ e point ""ains that the longer it can 
stay at the higher rate the faster it will approach OS standards 
These projections assume annual population grow h or 1 ~ «^ 

3?3 percent X '° P ' rCeBt in the ° S ' plUS an " ual "S GNP -growth of 

of Tallin and^ts hrL»°^ my °!- the PRC iS much lar 9" tha " that 
it, iii S • trade alternatives are more numerous, an increase 

er'fect'on 1 ^ pE£ is "°t likely by itself to have much of an 
f""' ? the PRC s rate of growth. To the extent that expanded 
nn^f ? ri !2? S less ide °l°gi<:al resistance, however, and a blcter 
understanding of the market-oriented development policies Taiwan 
has so successfully pursued over the years, the whole Process n?a^ 

Pragmatism M^pST' 1 " "" ""-"» economi^and^tlca'i 9 " 

d-r^iS- T ^ e PRC . mi 9 ht find particularly attractive Taiwan's 
capftal ie dift^h^ imUla ? ing ^ Vings ' c °n^raining inflation? pricing 
£«SiMn fl J« It b i ng loanable fu ^s, maintaining low debt 
prc £Sn£«S export ratios, and structuring customs duties. If the 
^ tail ° r f d such strategies to its own situation and otherwise 

recen^pft ernTfT its . economic Policies, it cSuW.SaSfn its 
of tul f a * tern . of economic growth and thereby challenge the records 
of the Asian tigers of the last three decades. records 

Political Considerations 

(C) The large prc economy and its tightly controlled social 

fro^Sr^M n ° ob ^ iVely si ^ificant economic or security risks 

ully'coa^ i n q e Tai^n d In?° mPlete | y ° Pen tCade With Taiwa " sSccels- 
hniiLr !J 5 Taiwan into normalizing trade would significantly 

PRC r ivt eStlC ?° WeC and P rest i*e of the pragma^ sts in the 
PRC largely because it would be seen as a step toward reunifi- 

theXeat^Co.Ln' " for "' °" th * °^ "and, migh? s^ze upon 
the threat to Communist social objectives from exposure to the 
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m"or--Is C p«t o^h»}r 9 \Mf eStyle ° n Tai «"-no matter how 
minor as part of their challenge to the pragmatists The rt»f.« 

^ne^s^of"'^^ 1 * W °?J d r ? qUire mUch ™°" "han a ssension over 
the issue of trade or cultural interaction with Taiwan, however! 

Political P L a d2 r ^ he 0t ^ er side of the strai t, Taiwan's dominant 

with the PR§ Itil? M^ StC ° ngl V PP0Sed to an * and a11 <=°ntact 
wicn cne prc. Still bitter over both the civil war thev insf r.„ 

Mao vears an th 6 n }H 49 ?" d , the su "«^ imposed on China'durfng^he 
to?an5pin S lder leaders on Ta ^an view the Communist Party as 

ilttnl st * b ? lt *' as «eH to their own politicalprimacy on the 

cou?d iead n to 9 vet a fn^h iWaneSe feaC that an * £orra ° f "Conciliation 
couxa ieaa to yet another government dictatinq to them iu«5r- uh«« 

they may be allowed to participate more full^in the present Sne . 

leadpr^in^r^f^ 1011 ,^ their dee P~seated enmity toward the prc's 
nn??^i^ r f several factors which are stressed by Taiwan's 
policymakers -in arguing against the opening of trade: 

—They fear that Taiwan's highlv mobile, accessible an n fr a , 
Taiwan Strait grew significantly. 

~~the y D o??ti^r ,^ iWan ' S ? ma iJ er ^onomy would become tied to 
the political and economic fluctuations of the PRC if ?Ttul„ 

WC ,p e t ^ P S" a ^f ta !* ial sha " J-.9.? 15 lercenu TiTts 




it^ontinues to boom ,it grew' almost fourfold becw^n ^fand 



Taiwan's annual exports, Taiwan would have difficulty f?nHi™ 
< u » The Open-Trade Dehat-g 
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pSr Y < 5 K a ?'^ he ? 2 8i 5. U ^ y of ttade with an increasingly pragmatic 
PRC should not be dismissed out of hand. They argue that the 
faster economic growth derived from open trade with the PRC not 
only would generate higher consumption, plus investment in plants 
Producing for export, but also would permit greater investment" in 
and US „2w'tl°hn d |io^e h s°? 1S ' h ° SPitalS ' ^•«to?i... researchers, 

to n^M^? 1 ^ 9 - h - iSSUe ° f possible fluctuations in trade owing 
cats* of on ^cisions or turmoil on the mainland, Taiwan's advo- 

insuLtf ?K n 4-i r h ar9 ? e tha ' the authorities on Taiwan could 
insulate the island against the more serious results of such fluctu- 
a ^H nS b L ( tl s i9 nif i"ntly increasing foreign excnange reserves as 
PRC to W ml?n^„ P f 'TL*,"* ! b) "^""9 «™8 trading with the 
substantia? ?r?«ii °" de ^/eguity ratios, strong balance sheets, and 
suDstantial trade relations with other markets. 

Taiwan^n*^ 3 ^ 6 ^ relativ ely. open seminars on these issues in 
Taiwan in the last few years which have been fairly well covered hv, 

h t orders ia uieJv 1W ?f-i 1 ?" h i r aC 3 ? t0Wing »^« o£ Kil."^.^ 

written bv a staff miii 9 • ly :J 1Slt the PRC ' And even an article 
wricten Dy a staff member in the recent "Economic ouart»ri»" of n,» 

government-funded Chung Hua Institute in Taiwan has said in ?he 

strongest possible terms, that increased trade with the PRC could 

great y benefit Taiwan's economy and be carried out n a safe 




(C/NF) Outlook 



If the PRC continues its current, relatively oatient attimdo 
toward eventual reunification and also continues its Prooress 
toward internal political stability and economic pragmatism KMT 
leaders probably will acquiesce indefinitely in the moderate rate 

year'lo \he £%"?' ■ 5" de ° f Perha P S as mucn as 15-20 p^ent" a 
f° "^ next decade. Neither a faster rate of growth, nor 

by-aiwanlor K. foresee^e^^ " "^ ^ "-»-- 
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